
Spain 13.49% 22.78% 14.22% 31.39%
Sri Lanka 12.60% 5.03% 20.47%
St. Kitts 15.12% 32.59% 7.21% 41.84%
St. Lucia 23.71% 41.90% 14.92% 51.80%
Suriname 23.30% 30.76% 6.09% 31.11%
Sweden 7.94% 21.26% 12.79% 21.71%
Switzeriand 11.56% 24.30% 14.27% 31.47%
Taiwan 4.17% 13.70% 5.76% 21.87%
Tajikistan 34.60% 54.50% 5.06% 85.33%
Thailand 7.48% 16.98% 8.94% 25.17%
TrinidadlTobago 17.87% 27.32% 7.38% 38.20%
Turkey 26.28% 41.35% 19.48% 51.27%
Turkmenistan 34.60% 54.50% 5.06% 65.33%
TurkslCaicos 35.11% 50.20% 23.50% 60.75%
Uganda 20.10% 30.76% 6.10% 38.11%
Ukraine 34.60% 54.50% 5.06% 54.45%
UAE 18.49% 29.29% 22.46% 31.37%
UK 48.99% 29.17% 24.75% 31.25%
Uruguay 37.15% 48.43% 17.63% 51.10%
Uzbekistan 34.60% 54.50% 5.06% 65.33%
Vatican City 0.00% 15.88% 7.59% 24.01%
Venezuela 7.76% 24.19% 7.85% 32.11%
Yemen 4.73% 18.95% 6.03% 22.21%
lambia 26.04% 37.30% 5.99% 48.11%
ZImbabwe 31.48% 43.13% 16.29% 53.15%

AVGINCREASE 19.70% 35.45% 10.21% ""'"%



NOTES
1. Inasases for Basic, MegacomPlus, and Optimum USADired services are based on

a comparison of 1992 rates with 1994 rates. Increases for CustomNet USADirect
service are based on a comparison of 1993 rates with 1994 rates, reflecting that
service's later introduction.

2. Per minute rates used to calculate rate increases were calculated based on a 5·
minute call.

3. Because Mexico is rated by mileage band, the 431-925 band was selected for
comparison purposes.

4. Where no data is provided for a country, service from that country was not available
when USADirect service commenced.

5. The services compared here are the USADirect services associated with AT&T's
basic long distance offering, as well as those associated with its Optimum,
MegacomPlus, and CustomNet offerings. AT&T Optimum, MegacomPlus and
CustomNet Services are Custom Network Services which permit outward calling
from a single location or multiple locations of the customer in the Mainland and
Hawaii to stations throughout the U.S., Puerto Rico and the U.S. Virgin Islands and
to Canada, Mexico and overseas locations.

OPTIMUM: AT&T Optimum, a premium service designed for outbound
services and including rates for switched, dedicated and card
access, is positioned for single and multi-location customers
billing between $3,000 and $30,000 per month.

MEGACOMPLUS: AT&T MegacomPlus, designed for outbound services and
positioned for single and multi·location customers billing from
$7,500 to $50,000 per month, includes rates for switched,
dedicated and card access. At least one location must utilize
T-1 access.

CUSTOMNET: AT&T CustomNet is designed for outbound and inbound
services and includes rates for switched and card access.
CustomNet is positioned for single and multi·location
customers billing $200-$5,000 per month.
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Statement
Issued h.v the Director General of
Telecommunications

Interconnection and Accounting Separation:
The Next Steps

SUMMARY

The UK'has one ot the most competitive
telecommunications markets III the world. Fair.
dficient and sustamable interconnection is vital to its
continuing de\'elopment and to achievin~ OFTEL's
~oal ot ~etting the bt.>st possible deal for the customer.
The purpose ot this statement IS to set out how tair
interconnection IS to be achieved.

2 The propusals in tbis statement are put torward
.1Her t!xtt>nslve consultations with tbe industrv.
OFTEL looks towards to continuing consultation and
co-operation trom operators in achievlllg the torward
programme it has set.

3 Discussions have highlighted that there are some
valuable elements ot tair interconnection that can be
implemented immediatelv. Others will take longer to
put in place. OFTEL is theretore proposing a three
sta~e programme.

First stage - interim interconnection
charges

4 The first stage comes into etfect immediately
involVing the use ot the recent BT/MCL
determination as a basis tor interim interconnection
charges tor interconnection with BT (paragraphs 34
·B).

Second stage - programme for 1994

5 The second stage runs trom March 1994,

involVing amendments to BT's licence. culminating in
January 1995 with, il/ter nlill, the implementation of a
list ot standard interconnection char~es, a more
transparent process tor relating costs to charges and
accounting separation ot BT-Network. BT-Access and
BT-Retall. The cost basis ror interconnection charges
would remain tullv allocated historic costs (para~raph

IS).

Third stage - longer term issues

6 The third stage also begins immediately but
involves consideration ot issues on which the
substance and the timing ot conclusions are uncertain.
This stage includes, /Ilter alia, consideration or
alternative costing bases (including incremental
costs), alternative charging structures tor
interconnection services (including capacity charging)
and the tuture ot ADCs. This work may impact on
the evolution ot interconnection trom 1995 onwards.

Interconnection principles

7 Further work has been carried out on the
principles which should underlie interconnection



,lrrangements. Paragraphs 23 to 33 set out these
principles and identify those on which further
discussion is needed.

Accounting separation

8 Paragraphs 44 to 56 explain OFTEL's detailed
proposals for accounting separation between BT
Network, BT-Access and BT-Retail.

Provision of interconnection services

9 Paragraphs 58 to 61 set out three lists of
interconnection services: List A contains those
interconnection services which OITEL believes BT
should provide: List B those services on which further
discussion IS needed but decisions should be taken
within Stage 2; and List C those services and issues
which may need more extended debate as part of

Stage 3.

10 Paragraphs 62 to 67 set out procedures for adding
new services to the list and canvass views on a
number at specific issues.

Procedures for calculating standard
charges

11 PMagraphs 68 to 73 set out OITEL's proposals
ior new procedures to ensure BT's cost allocation
principles and cost drivers are effective and
transparent. This will involve. in partIcular;

) aFTEL agreement ot BT's cost allocation
principles and cost drivers follOWing
consultation with the industry

) requirement on BT to allocate its costs to
components in line with the agreed cost drivers
and principles

) the introduction by BT of a transfer charging
system to ensure BT-RetaJ! pays the same as
other operators for the same services

) new powers for aFTEL to In\'estigate any part
or all of Brs cost allocation and transfer
charging systems and make subsequent
changes to Brs cost allocatIon methodology
(and therefore charges).

12 In addition, OFTEL will conduct an examination
of BT's cost allocation and transter charging systems
in 1994 and consult with operators on its findings.

New no undue discrimination condition

13 Paragraphs 83 to 93 set out the details of a
proposed new licence condition requiring BT, where
it offers new retail prices, to publish the underlying
network charge and offer it without undue
discrimination to all operators. Comments on the
proposed condition are invited. by the end of April.

Non price terms and conditions at
interconnection

14 Paragraphs 94 to 125 set out the work aFTEL has
ill hand on a series of non pricing issues on
interconnection including ownership of numbers,
number portability. directory information. equal
access. emergency services. technical interfaces,
quaiitv of service targets between operators, the
provision of network and market information and the
protection of commercially confidential information.

Symmetry

15 Paragraphs 126 to 133 set out OFTEL's policy on
when the new interconnection arrangements should
apply to other operators as well as BT. The
conclusion is that. in most cases. this should be when
the other operator has market power. Paragraph 130
sets out how market power might be assessed.

16 [n sum. this statement moves a very long way
towards fair interconnection arrangements; focuses
attention on the policy issues to be resolved before
further progress can be made: and sets out the work
programme for OFTEL. BT and the rest of the
industry for the medium term.



Development of interconnection charges

Interconnectton agreements based on standard list ot
charges ana stanaard contract terms ana eVOlving In
Ihe light ot work on longer term Issues.

1994

STAGE 1 Use of BTiMCL
determination as
intenm terms jor
interconnection
arrangements

STAGE 2 Work on
development ot
list ot items to be
separatelv tarltted.
new proceaures
on cost allocation
methodology and
accounting seoaratlon

STAGE 3 I Programme 01 worK
on longer term Issues

Continuation 01
work on longer
term Issues

Continuation ot
work on longer
term Issues

Consullatlon begins
on 1997 8T price
cap review

Evolution 01
new regime
In light 01
prlce-cac
review ana
work on
longer term
Issues

5"0'
new
regIme

INTRODUCTION

Purpose of the statement

In lune Iqq~ OFTEL i:;su~d ,1 consultative
document Jllh'rCC11I//I'ctltlll nlld Al"~·lJlII/t",.~SCllflrntroll on
how IIlterconnectltll1 ilrritm::emems should be
implcmented in the IIlcrci'lsmglv multi 0pcriltor
market III the UK. 56 responses were received and
OFTEL hIlS held a workshop and " series ot working
~roups with the IIldustrv.

2 The purpose ot this statement is to:

(a) set out OFTEL's condusions on how tair
interconnection is to be achieved

(b) report on the views emergmg trom the
consultative process

(c) set out the work programme on interconnection
OFrEL has now set Itselt for 1994 and beyond.

1993 consultative document

3 The conSultative document stated that OFTEL's
key policy objective was to ensure "the best possible
deal for the end user In terms ot quaHtv. choice and

value tor money". It said that this objective W~5 to be
pursued principally by promotm~ efficient
COl11petition. TIlis remains OFrEL's k~y policy
objective.

4 TIle UK hits one ot the most competitive
telecommUnications markets III the world at aU levels.
induding network compemion. The 1993
consultati\'e document rcco~nlzed.however. tl",t BY's
network was the most comprehenSive in the UK 
both tor long distance s~rvices and local terminations
- clnd would remain so tor the tores~able future. TIle
terms and conditions on which operators can
interconnect with BT are. therefore. ot vital
importance to the continuing development of
competition in the UK. This statement therefore
ineVitably focuses on the regulation ot BT. However,
given the increasing number ot network operators in
the UK. following the Duopoly Review. OFTEL
beHeves that. o\'er time. some or all of the market for
interconnection services in the UK wiil become tully
competitive and that this will reduce the need for
regulation in this market. TI,is statement recognizes
this vision ot the market for interconnection services
by proposing a regulatory tramework which would
impose less regulation on tully competitive services.

5 The consultative document set out four principles
for interconnection arrangements:

3 I.



5 The consultative document set out four

principles for interconm.'Ction arran~ements:

) they should be trnnsparent

) chnrges should be eificient and sustainable

) cl1<1rges and other arrangements should not be
undulv discriminntorv

) operators should hnve confidence in the
arran~ements.

The document proposed accountmg separation ot BT
Network. BT-Access and BT-RetaH activities as
essential to achievin~ these tour principles gIven BT
is both a provIder ot network servICes and n retnil
competitor.

6 Views were inVited on rour Issues:

) how the charges tor mterconnectlon servIces
should be calculated

) whether the principles and tvpes ot cost
appurtllmment bnses OFTEL was proposlll~ to
,1gree with BT 'Uld publish were the right ones

) how detallt!d the informntlon required for
effective accountmg separation should be

J when other operators prOViding
interconnection services should publish the
same Illformntlon as BT.

Responses to the consultative document

7 A briet summarv ot the .responses to the
consultatl\'c uocument IS at Annex A. OFrEL is verv
gratetul fur these contributions which have been a
vital part at the process ot formulating the new
,1rrangements set out in this statement. The
responses:

(al endorsed the principles proposed for
interconnection arrangements while
recognising that further work was needed on
their detailed implementation

(b) in most cases. endorsed accounting separation
as an integral part of ensuring no undue
discrimination by BT

(c) emphasised the vital importance of a clear trail
between interconnection costs and
interconnection charges. involving OFrEL and
other operators.

(d) stron~ly supported the concept of a standard
list ot interconnection charges

(e) hi~hlighted a number ot non price issues which
n~ed to be resolVed to avoid unduly

discriminatory interconnection arrangements
eg access to numbers. directory enquiries etc.

Ongoing consultations with the industry

8 The formal three month consultation process

revealed much common ground throughout the
industrY on the need for new interconnection

arrangements and the broad approach which should
be taken to them. Since September 1993. Omt has
been considering their detailed implementation in
consultation with as much of the industry as possible.
A workshop was held in October 1993 and was
folluwcd bv a senes of working groups Involving a
~maller number or operators. The smaller group of
operators has. in turn. consulted with others in the
industn·.

9 OFrEt is very gratetul for the willing co
operation it hns had from BT and other operators in
e)(plorin~ these issues to a very demanding timetable.
A group compnsing representatives from OFTEL. BT
and ,1 number or other operators has met on three
occasions: in D~cember. January and F~bruary. and
the other operators have met with BT on further
occasIOns. The discussions held at these meetings
have riiwed a key part in increasmg understanding
Within the industrY of the detailed issues which need
to b~ rt'~olved. Areas of agreement have been
established and remaining areas of difference
.:rySt,1I1iSed. OFTEL has concluded that there is now
a basis tor setting a programme for the introduction
ot re\'ised interconnection arrangements.

10 O\·er the same period. OFrEL has been
discussing with BT the definition and operation of
accounting separation. BT has a~reed to work with
OFTEL to agree the details to be proVided for
accounting scparation for the 1993/94- accounts and
to work towards full separate accounts for 1994/95.

11 As a result of these parallel streams of work on
interconnection charges and accounting separation.
OFTEL now believes that it is appropriate for this
statement to be made clarifying its proposals on
accounting separation and setting out the new
interconnection arrangements.



ACCOUNTING SEPARATION AND
INTERCONNECTION: THREE
STAGES

12 Detaaled discussions with the industrY have.

unsurprisin~ly. hi~hli~hted that there are some
clements In the proposals tor new interconnection
arrangements which can be implemented
immediately and others which will take longer to
resolve.

13 OrrEL has theretore proposed a three stage
programme. The tirst stage - to begin immediately 
would involve using the recent BT IMCL
determiniltion as an mterim set ot interconnection
charges. The second sta~e would run tram March
llJ94 and involve amendments to HI's licence
culmmattng In 'anUM\' iY45. IIller alia. wIth the
implementation ot a new list ot standard
interconnection charges ,lIld accounting separation at
BT-Ndwork. BT-Access and HT-Retall. The
interconnectton char~cs would. however. remain
based on the historical cost accounting basis set out
in BT's licence. Work on the third stage would also
begin immediately and consider issues which need to
be resolved as soon as pOSSible but on which
implementation may not be teasible by January 14:195.

This stage would include consideration of alternative
costing bases for interconnection charges. including
those based on incremental costs. and impact on
interconnectton arran~ements tram 1995 onwards.

14 Sllm\.! at the other operators have proposed the
amalgamatton at the t1rst and second stages. giving
more urgencv to the resolution ot the stage three
issues. In particular. they have argued that
interconnection charges should be based on a form of
incremental costs which thev reter to as forward
looking economic costs (flED.

15 OfTEL recognises that there may be deficiencies
in the current arrangements. which base
interconnection charges on tullv allocated historic
costs. whilst recognising: the theoretical attractions
associated with long run incremental costs. There are
however important practlcal and policy issues which
will need consideratlon before any arrangements
based on incremental costs could be introduced (see
paragraph 135 for a more detailed discussion of
these).

16 The three stages are set out in more detail below:

First Stage

17 The tirst stage will come into operation
immediately and involve an interim list of

interconnection charges based on the BT IMCL
determination. P;lragraphs 34 to 43 provide more
details.

Second Stage

18 The second stage will target the implementation
of a standard list of interconnection charges based on
fully allocated costs using historical cost accounting
conventions and transparent cost allocation
procedures to become effective bv January 1995.

Accounting separation will be an integral part of this
process. OfTEL will be proposlllg appropriate
amendments to BT's licence.

Work programme for second stage

19 This statement sets out thl! detailed work
pro~rammeOFTEL is aimin~ to implement in 1994.
AchieVing the programme will require considerable
input from BT and OfTEL. In summary. the
programme will include:

(a) Calculation of interconnection charges

Publication as soon as pOSSible ot. ilnd consultation
on. BT's cost allocation system Includin~ the
principles and cost drivers and iln examination at

that system by OFTEL consulting With the industry
on Its findings ~consultation on cost drivers would. in
principle. permtt consideration ot capacity as a cost
driver), The examination will be updated to cover
changes necessitated by the introduction of revised
charges in January 1995. Interconnection charges
would then be calculated using fully allocated
historical costs. so as to ensure that by January 1995

there IS a list of available interconnection services and
the Director General has determined the charges for
each service on the list (paragraphs 68 to 72).
Consideration will also be given to indexation
arrangements and a price cap on BT-Network (see
paragraph 82).

(b) Amendments to BTs licence

J to implement accounting separation
(paragraphs 44 to 56)

11 __-



) to establish a standard list ot interconnection
servIces. a procedure for making additions to
that list and for calculatin~ interconnection
charges (pitra~raphs 5i to 82)

) to implement new rules on undue
discrimination (paragraphs 71 and 83 to ~3)

) require BT to draw up tar~ets on qualitv ot
service for interconnectton and mOnitor
performance a~ainst target (para~raphs 112 to
117)

) ensure the protection ot commerci"lIv
confidential information given to BT
(para~raph 12S)

(c) Accounting Separation

Dctalil!d impicmentatllln or ,Kcountln~SCpiuatton so

,15 10 provIde modified ,1Ccounlll1g II1tormatlon tllr
1993/44 .1nd to work towards tully separated
,1CCOU nls tor 11.J94/45

(d) Non pricing issues

) transference ot the administratton ot
numbering to OFTEL (paragraph (5)

) OFTEL dL'Cisions on number portabilitv. access
to Brs Numbering Information System (N1S)

and equal access (paragr,'phs ~b to ':i8)

) ,1 demandin~ NICC pro~ramme. 111

consultation WIth the tndustrv. til ensure II1ter
operabilitvor networks (paragraphs 110 to 111)

) the publication ot more tntormatton on the
telecommunications market both by OFTEL
and BT (paragraphs 12:! to 12-1)

Third Stage

20 The third stage will demand the consideration ot
longer term issues particularly the scope for
alternative cost bases for interconnection charg~

including incremental costs. Work has already
started on these issues and will be progressed as
quickly as possible. However, it is unlikely to impact
on the standard charge list until after January 1995.

The longer term issues are discussed in more detail in
paragraphs 134 to 141 below. [n particular. OFfEL
will carrv out a pilot study to identify the detailed
cost make-up of specJiic components and services as
part of its assessment of alternative cost bases.

21 The rt.~t 01 this document describes the three
stages in ~reater detail.

March workshop

22 [n order to progress stages 2 and 3. OmL will
continue to consult with the industry. To this end.
OFTEL will be holding a iurther workshop on 2S
t\1arch to prOVide an opportunitv tor it to explain its
work programme more tullv and to receive feedback
on it. OFTEL will be proviuin~ it detailed timetable
on 2S March of how It proposes to carry torward
work on the various elements in this statement
including the input nceded from operators.

INTERCONNECTION PRINCIPLES

23 The 1':/93 consultatin' document was set in the
context ot OITEL's overall objective - the pursuit. on
behalt ot customers. or qualitv. choice ,1llU vit/ue fur
money throu~h competition. It sp~'Cihed fuur key
principles for interconnection: transparency. efficient
and sustainable competition. no undue
discrimination and operator contidence in the
interconnection process.

24 These fundamentClI principles rt.'main the
yardsticks by which OFTEL must ,ud~c the many
proposals emer~tng in the course ot consult<ltion. It

became clear that more work was needed to achieve
the detailed implementation ot the key principk'S on
interconnection. OITEL thereturc asked the
operators and BT to come turward with more spt.'Cific
principles and these have been the subi~'Ct of some
discussion. This sectIOn or the statement sets out
OFTEL's views on the more detailed principles
proposed by the operators, including two on which
further discussion is needed.

Interconnection charges and services
s*,ou~d not unduly discriminate between
BT and other operators

25 OITEL's proposals on this principle are set out
in paragraph 52 (accounting separation). paragraphs
89 to 92 (new rules on no undue discrimination) and
paragraph 94 (no undue discrimination on non
pricing issues including ior example access to
numbers, directory enquiries and provision of
service).



Interconnection charges should be cost
based and unbundled and the process for
deriving them should involve third parties

26 OFTEL believt.:'s that the basis on which the costs
ot interconnectIOn char~es Me calculated should be the I

most .lppropriatc tor ensurm~ effective competition
tor the benefit ot customers. The prmciple ot causality
,lOd the relevance or overheads is clearly very
important. Fully allocated costs (usin~ historic cost
i1ccounttn~) is the approach currentlv used for
t:'ssenttal interconnl'Ction st.:'rvlces but. in the lon~er

run.•1lternatives such as long run incremental costs
will bl' considered. OFTEL has made a commitment to
consider thL'Se Issues as part ot the proposed
pro~rammeor work. It mav also be that the network
,1ccount will include different services char~ed on
different b,1ses.

27 OFTEL ClInslders th,1t thew should be ,1S much
L1nbundlin~ ot costs .1S is reasonablv practtcal. Costs
.,;hould be ,1110c.1ted to components III the network.
InterconnL'CtJon should. however. be purchased as a
serVICt! "lthou~h a service mav also be a slll~le

component.

28 OFTEL .1150 believes that the process tor deriving
interconnectton char~es should be based on a
consultative process mvolvin~ third pMties so as to
t:'nsuw ClIntidence in the re~ime. while respectm~

commercial contidentlalitv and implementation
practicalities. This wlil include publication ot. and
consultation on. BT's cost allocatton process includin~

the cost drivers USl>J. OFTEL's dctatled proposals on
the nl'W process tor ciliculc1tmg stilndard char~es are
set ou t III para~raphs or; to /)2 below.

Interconnection interfaces and standards
should ensure interoperability of networks I

29 A pro~ramme of work is under WilY within the
\Ietwork Intertaces Co-ordination Committee (NICC)
to ensure this. The programme is set out in more
detatl in paragraphs 108 to Ill.

Whether interconnection should be
symmetrical?

30 OFTEL takes the view that many of the proposals
in this statement retlect BT's dominant share of the
network market. It would not, therefore. propose to
impose most of the additionai regulation on the other

operators until they also have market power. OFTEL
would propose to consider what market power is on
a case by case basis. but does not conSIder it arises
solelv bl'Cause only one operator providl..'S the tinal
link from the exchan~e to the customers premises.
OFTEL'S detailed proposals on symmetry are set out
in para~raphs 126 to 132.

Whether interconnection services should
be allowed at any technically possible
point in the network?

31 BT and the other operators differ on this
principle. Whill.! the other operators have suggested
that inter-connection should be allowed at any
technically feaSible points in the network, BT has
raised concerns about this. partlcularlv whether an
automatic n~ht ot access to all new services would
deter mvestment. innovatton and service
differentiation.

32 One area which has emer~ed as common ground
between operators is acceptance ot the ",my to any"
principle under which customers expect to be able to
place a call to any other customer on the network.
irrespective ot who proVides the called party with
service, includin~ customers accessed via premium
rate or freephone services. Customers also expect to
be able to contact an operator tor assistance.
t:'mer~ency calls and directory enquiries irrespecti\'e
of whether their local network provides such
servIces. These expectations have bL'en termed the
'.lnv to anY' pnnciple and all operators currently
prOVide interconnection services III accordance with
it. (A customer might. of course, (house to waive his
full rights under such a pnnciple when requestin~

various types ot incoming and otltgoin~ call barring).
OFTEL's view is that the "any to any" principle
should theretore be formally accepted by all
operators so that every customer can call any other
customer (as defined by a unique national or
international number) on the PSTN (including ISDN)
and the telex network. and have access to the
appropriate local operator services and premium rate
and automatic freephone customers.

33 However. there are other areas where views
differ on what services BT - ur other operators
should proVide. It is clearly important for there to be
as much clarity as possible about where
interconnection can take place with BT's network 
and what interconnection other operators will offer -

1_~
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so everyone In the market can plan ahead with
contidence. Further discussion is needed on these
issues which are explored more fullv in para!;raphs
62 to 07.

STAGE ONE: INTERIM CHARGE
LIST

34 Since the fune consultative document. the BT1
MCL determination based on BT's 1991-92 costs has
been published. n,is covered:

(a) connection char~es

(b) conveyance rates tor local and short and long
national calls (up to 56 km and over 56 km
respectlvelv) ilnd .1 new rilte tor the u~e or the
Digital Local Exchange \OLE)

(c) Access Deficit Contnbutlons IADCs) payable
for local. national and international calls

<d) waiver ot ADCs for Mercurv.

3S The determination was published in December
,lOd copies are available tram OFrEL together With
an explanatorv document. The explanatorv
document sets out how OFrEL reached its decisions
in the determmation. includin~ the interpretation ot
relevant costs and how the cost ot capital and cnpital
emploved Were calculated tor the purposes of
determmln~ conveyance charges and ADCs. The
cxplnnatorv documem ilbo sets out OFTEL's general
policv on Willver deciSions itS this IS relevant to <Ill
llperators In the market.

36 The calculations of conveyance riltes are based
on component costs and routmg ractors. The latter
are derived from statistical samples to measure the
use made of the network bv each type of call (local,
Ion!; or short nationan. Except for the local exchange
segment routing factors are specific to each operator.
For a new operator. they may need to be estimated in
the tirst Instance and calculated with more accuracy
at a later date when the actual traffic of the operator

can be assessed.

37 Attached at Annex B is a 'Readv Reckoner'.
based on the costs determined for the BTIMCL
determination. from which other operators will be
able to estimate the costs thev are likely to face in
interconnecting with the BT network. The tables
show the costs in pence per minute for use of the

components In the network. There are tour main
components: local exchanges. main exchanges.
junction transmission and trunk transmission. The
transmission components are further divided

between costs which are sensitive to the number of
transmission links and those sensitive to the lengths
of the links. The routing factors shown are tor
Mercurv's avera~e use of components and the
average tor the network as a whole. used in the BTl
MCL determination. The segment conveyance rates
determined for Mercury can be reperformed by
multiplying the routing factors by the component
costs to !;ive the conveyance cost. To this should be
added the average cost of the 'other' components
described at Annex B to give the total conveyance
rates. Other operators may estimate the conveyance
rates thev are likelY to face bv substituting an

estlmilte or their own routin~ rnctors tor those of
\-tercurv. The rates shown are unadiusted for the
time ot day gradient. but the gradients are listed on
the table. The gradients will of course be amended to
retlect anv relevant changes in BT's retail time of day
gradients.

38 OFTEL has asked BT ,md the other operators
whether they would be prepnred to accept
conveyance rates based on the "Ready Rt.'Ckoner" and
connection ch.1rges as in the BT IMCL determination
as an interim list. All pnrties have agreed in principle
to do so subject to sorting out some detniled issues.

39 The "Readv Reckoner" rates arc bnsed on BT's
199112 FRBS ,'nd will be updated .1llnuallv bilst!d on
audited results (normallv avaIlable bv the end of
Septemberl. An OFTEL .ldiusted version of the
199112 FRBS is at Annex C. Updated rates will apply
until contemporaneous data is available.•lfter which
retrospective adjustments will be made between
interconnecting operators.

40 The extent to which an operator actually pays
ADCs depends on waiver determmations. However.
the ADC payable for each type of call is standard and
applies to all operators. The calculation of the Access
Deficit for 1991/2 .lnd the gross contnbutions to its
funding from BT's services is at Annex D. The ADC
will be recalculated annually. and retrospective
adjustments made for interconnecting operators.

41 n,e proposal for an interim list of
interconnection charges does not mean that if
individual operators want to refer conveyance rates
or connection charges to OFrEL. OFfEL will not
undertake a determination. The operator should.



however. expect ilnv determination to be consistent
with the BTIMCL dctermlniltion.

42 Given the condition preventing undue
discrimination in BT's licence. OrrEL expects BT to
make these charges available to all other operators
purchilsin~ similar services whatever the contmctual
,1rrangements with those other operators. Other
operators will. of wurse. need to ilpply individuilily
for ADC wdivers as dpprOprtate.

43 OrrEL recognises that there are some issues
which still concern the other operators ilnd which

have not bL'tm covered bv the BT IMCL
determination. Examples include riltes where
exchan~emodernisation is incomplete. tmnsit ilnd
interniltlonal triltfic ilnd new services not currentlv
llttered tor mterconnL-'Ctllln bv BT. OrrEL will c,urv
(lut il determlniltlOn on these or other Issues as
prOVided for under Condition 13 lIt BT's licence. It
requested by an operiltor. OrrEL would then expect
,my such dctermlllilllon to become pilrt of the lIlterlm
interconnectllln chilr~es.

STAGE TWO: ACCOUNTING
SEPARATION AND NEW
INTERCONNECTION CONTRACTS

Accounting Separation

44 Responses to the 1993 consultati\'e document
benemllv welcomed accountmg sepilrallon and
OrrEL remains tirmlv of the vIew thilt it is essential.
OrrEL hilS also noted the recommendation of the
recent Public Accounts Cummlttee Report
(Committee of Public Accounts. 6th Report. 1993/94.

Office of Telecommunications: Licence Compliance
and Consumer Protection (HC 123». which urged
early implementation of accounting separation to
facilitate competition and demonstrate the fairness of
ST's interconnection charges. OrrEL thus intends to
proceed with the accounting separation proposed in
its consultative document between BT-RetaiL
ST-Network and BT-Access.

Purpose of accounting separation

42 The purpose of accounting separation is to
prOVide inlonnation on the cost base from which
interconnection charges are derived and to provide
the reporting function to show that the derivation of

those dlarges has not resulted in undue
discrimination. It will also enable BT to demonstrate
its Access Deficit and that the ch<lrginl; of AOCs have
not bL'en undulv discriminatory. :Vlore specHicallv.
its purposes are to:

(il) ensure BT's .,ccounting systems distin~uish

betw~n its sepamted ,lCti\·ities. and thus
allocate its costs in il way which retlccts
properly the division between those activities:
and

(b) enable BT to demonstrate in published auditL>d
financial statements that its network and AOC
charges have not resulted in unduly
discriminatorv behaviour.

46 In order to ensure that the costs <Ire not allocated
in a way which leads to untillr cross-subsidy il11d
hence discrunmiltorv ch,uglll~ tor both network
services and ADCs. it is importilnt th.1t the ,1Ccounts
,ue produced in accordance both WIth recogmsed
accounting stilnd<lrds and .1 wst allocation
methodology ilcceptable to OFTEL <md the industry
ilS a whole.

47 It is OFTEL's intention. therefore. that the
accounts should be prepared in ilccordance with
Companies Act requirements insorar itS these are
.1pplicitble and thilt the accounts should be dircctly
reconcilable to BT's statutorv accounts. The costs
should il1so be allocilted between Its activities in
.lCcordance with principles ,'nd cost dri\'l.~rs agreed
bv OrrEL ilfter consultiltion With operators. BT will
also be reqUired to publish detail of Its transter
chargmg system. BT's .1uditors Will be rL'quired to
give an audit opinion coverm~ these three aspects of
the accounts. giving a full explanation of how they
have reached this opinion. A proposed audit report
is at Annex E.

Details of accounts

48 In the 1993 consultative document. OITEL asked
for views on the level of detail to be published in the
separate accounts. While some respondents felt that
there was a need for more detailed cost breakdowns
than those proposed. others telt that there was no
need to disclose disaggregated costs of wholesale
services. if such costs were disaggregated as part of
an audit trail linking charges and costs. The
relationship between costs and charges and the extent
to which such a relationship should be transparent is
dealt with in paragraph 71 of this document. OFfEL._-



has concluded that the level 01' detail it proposai in
its consultative document was broadlv right and thus
now intends to require HT to produce ,1ccounts with
that level ot detail. The detail proposed in addition
to Companies Al:t and acwuntin~ standards
requirements IS shown III the account tormats at
Annex F.

BT-Network

49 This hnancial statement will be composed ot the
l:osts. capital employed ,1Ild revenue or the network.
relevant overheads and all other services which BT
either wholcsalt!s or is likelv to wholesale to other
uperators. The contents ot this account are likelv to
varv over time. as different servlccs are reqUired bv
interconnectlll~ operators. However. thev WIll

include initiallv the component costs 01 eXlstlllg
network sen'lces and will be ,lmended to covcr the
wmponent costs ot the list 01 services the other
\Iperutors h.we at this st.l~e Identtlied thev n.-quire. or
.ue likely to require. 1I\ the ncar tuture. The account
will illso include services oftered to BT-Rdail only.
The account Will theretore IIldude the cost of all
network plant necessarv for the set up and
l:onveyance ot mel;sages, includin~ signallin~; all
plant rel\uired for the provision ut private circuits
,1nd point to point trnnsport: all plant needed tor the
operation. mana~ement and mamtenance ot these
,lCtivities; operator centres h,1ndlin~ assistance.
L'mer~encv and directory enqulrv services; all
processes and svstems nl.'t!ded for the plannmq.
construction. o~ratlon. prOVISion. mamtenance and
mana~ementot the plant above: all relevant
uverheads and all services which operators have
identltied they rl.-quire or are likely to rel\uire.

BT-Access

50 This account will include the costs. capital
employed and revenue ot BT's provision ot
connection. rental and other access services to the
business and residential PSTN market. It will include
all the services covered by rental charges. for
example. the provision ot telephone directories. It
will also show the ADCs received from BT-Retail and
other operators. as well as that part ot the access
deficit not recovered.

BT-Retail

51 The BT-Retail regulated activities will be broken
down IIlto the categories listed in Annex G which
lar~ely tollow the breakdown currently existing tor
BT's Financial Results by Service (FRBS')(see Annex
Cl. The accounts will include the operating costs and
capital employed specitic to BT's retail activities as
wdl as the transter char~es paid bv its retail activitiL"S
for its access and network services. At this stage
OFTEL has only seen the nl.'t!d to add one retail
service to those listed in BT's existin~ FRBS. that is
mobile services. The reason tor this is that the
provision ot fixed to mobile calls can be seen as
distinct trom the provision ot calls from tixed link to
iixed link telephones. The distinction arises in the
difference In the costs involved. as the costs ot
pro\'ldin~conveyance to a mobile telephone are
higher th,111 those to a fixed link telephone. It is cleM
that the relationship between revenues and costs IS
also different for calls to mobile "nd separate
disclusure is re~luirl>d to enable I3T to demonstrate
that there is no untair cross-subsidy between this and
other call services.

52 Brs non-regulatl'Ci retail activities will be a
separate category within the retail financial
statements. The category will consist of the costs.
capital employed and revenue relating to all BT's
non-regulated activities in order to demonstrate that
BT has not undulv discriminated in the allocation of
its cost between its re~ulated and its non-regulated
activities and to provide a reconcIli,1tion between
these separate accounts and its ~roup statutorv
"ccounts.

Format of financial statements

53 Formats ot the accounts are attached at Annex F.
the format to be supplemented by the normaL detail
required under the Companies Act and accounting
standards tor statutory accounts insotar as these are
relevant. Each set of financial statements should
prOVide for each of the disaggregated activities a
profit and loss account. a capital employed statement
and detailed notes to those statements. The capital
employed statements will identity capital employed
as defined by OFrEL and the accounts will show
BT's return on capital employed. As the annex shows
there will be more detail required in the network
account than the retail accounts. in order to
demonstrate that BT has allocated its cost between



serVlct.'S in a not undulv discrimlnatorv way. Thus

tht!re will be a nott! to tht! profit and loss account

showm~ tht! avera~e cost ot providing each ot its

network services during a p,uticular vear.

distin~uishin~ between directlv attnbuted and
.'pportioned costs (see Annex Fl. Relevant time of
daY ~ri1dil'nts art! abo disclost.'d to enable the average
cost per minute by time ot di1Y to be calculi1ted. The
retml ,lCcounts will disclose Brs lls.l~e ot conveyance
services to demonstrate that BT-Retall hi1S pi1id the
Silme chilrge as other operiltors tor these services.
There will.1lso be a Sepilrilte note shOWing the
caleut.ltion of the cost ot CilPltill ot each of these

sen'lces.

54 Tlw consultative document proposed separate
disclosure ot the clli1r~eS tor provldin~ servIces to
I3T-Rd.lIl ,1Ild those ot provldin~ them to other
oper.lwrs. As OFTEl is 110W proPOSIl1~ st.lnd.lrd
d",r.,:es, thl'St.' costs \\"111 onlv v,nv ar the SL'rVlce

proVIded is diHerent. Thus OFTEl sh"ll now II1stead
rellLllre I3T to unbundle its SL'rVlCes Sll that .11lV

diHerence c.1I1 be de.1rlv Identltied.

55 The ch.1r~l'S rnisl'Ll in .lIlV partlcul.u vear tor
interconnectllln Will be b.lsed Oil the cost intormiltloll
for the most rl't:entlv .Wi1I1.1biL' st.'t 01 .lCcounts. As
more up to date IIltormiltlon becomes aVi1ili1ble,
retrospecti\"C adjustments will be milde. It is thus
Iikelv th"t .1 prm{ISIOn will be nl.'t!ded in the i1CCOUlltS
to allow tor .lny pOSSible ad justment 111 costs.

Timing

56 <. )FTEl is ill discussilln warh BT with the

intention ot producill~ Sepi1rilte ,lCCOLllltS tor the
1993/9.+ finalll.:lal ye,lr. Brs CllSt allucatlon system

hilS not preViouslY been st.'t up to produce separate
,lCcounts alld thus the 19931-+ ,1ccounts will not meet
OFTEl's tull requIrements. OFTEl is in discussion
with BT 011 the details thM will be proVided for the
1993/Q'+ financlill year and BT has agreed to work
towiuds achieving tull Sepilri1te ilccounts tor the
1994/95 fini1ncial war.

Standard List of Interconnection Services

57 The concept of a standard list ot interconnection
services has had strong support. :¥luch of the
discussion in the working groups has focused on:

(ill what interconnectIOn services Me technicallY
feasible: and .

(bl how the char~cs tor those services should be
established

Provision of Interconnection Services

58 Cllnsidemble debate has tilken place on what tht!
list ot interconnection services otferL~i bv BT shuuld
be. The relevant condition 111 BT's licen~e (Condition
13) reqUires BT tu enter into iln i1grecment with

anyone authorised to run n ReleYilnt Connectable

System to establish and mnllltain such puints of
connection so as "to meet all reilsonnbl~ demands fur
the conveVilnce ot messages" between BT's system
,11ld those ot the oth~r op~rators. Ther~ nrl! sinlliar
conditions 111 the licences ot other l'perators. The
licence le.wcs It to the Director (;enernl to determtn~

what constItutes "rcasonilble lkmand" if it Cillll1ut be
commerClaliv ,,~rced bv the pi1rtlCs. In prachce this
h.1s bcen done through the dL'termllliltlon proCl'SS.

59 This statement ilpplies onlv to operators which
run Relevant Cunnect.1ble Svstcms - in practice.
currently thl! maJoritv ot operators with individual
licences.

List of services to be prOVided

60 The other operators conslLit.'r th.lt
interconnection ch,uges should be unbundled into
components which could be FlIrchi1sed individunllv.
OFTEl ,'grees thnt costs must be i1l1oc,ltl'Li to .

components but thi1t illtcrcmlnt.'ctlOn should be
purchilsed ilS a serVIce, JlllWe\'t.'r smnll and possibly
only involving one component. OFTEl has therefore
concentrated on seeking agreement bctween BT and
other operators on developing a list ot services which
meets most ot the aspirations ot operators in terms ot
what they want to purchase ,md which it is practical
for BT to provide. The list is at Annex H. It falls into
three parts.

(a) List A contains those interconnection services
that OFrEL believe should be provided by BT
from January 1995 though not all the charging
arrangements are yet determined. Some
further unbundling of SWitching components
to remove the costs ot unwanted
supplementary teatures may also be reqUired

11 __



(b. List 8 contains those services which OFTEL

belieVl's need to be considered during 1994 so
that they can be provided. if agreed or
Jetermm~. from lanuarv 1995

(et list C (ontains those services or issues which
OFTEL believes l1lil~ need more extensive
Jeb<1te on a longer time scale

61 OFTEL would proceed to deal with the issues
arising from Lists Band C as qUicklv as possible so
that the ran~e of interconnection services offered by
BT full~ rerlects market developments.

Addition of new services to list

62 It will be Important th"t the list reflects m<lrket
developments. It is thererore proposed th"t new
~ervlces should be added to rhe list either bv
.lgreement with 8T or. It agreement c"nnot be
reached. thruugh new procedures ll\\'ol\'ing an
OFTEL ddermmauon. \Vhat services arc added to
the list will be ,1 matter or concern for the industry in
general. OFTEL would propose to reach any
dl.'Cisions rderred to it in consultation with the
industrv "s i\ whole. OFTEL will conSider any. .

proposals for new servin.'S referred to It as they are
referred and certainlv not less th,ln once a year.
OFTEL will be willing to consider the C,lse for the
"ddition ot new services at an earlv stage III any
discusl'ions With BT.

63 The prucedures ror adding new serVlces to the
list raIse the question or whether there are anv
principles or rules which can be applied to requests
for new servIces or whether such requests need to be
judged on a case by Cilse basis as thev are at present.
A number or issues are relevant:

(a) other operators' nmcerns to allow their
services to be acceSSible bv BT's (ustomers

(b) B1's concern that automatic right of access to
their new services could deter innovation.
service differentliltion and in\'Cstment in the
market. Both chilrging and availability issues
mav be relevant

(cl other operators' wishes to see new services
such as intelligent networks and broadband
provided in a standard way that will facilitate
interconnection

(d) the extent to which other operators in the
market should offer similar interconnection
services to BT

(e) customers' expectiltions that the~ should be
able to divide their networking requirements
between more th<ln one operator without bein~
disadvanta~edbv inadequate interconnection

64 OFTEL proposes to hold urgent discussions with
BT and other operators on the issues in para~raph 63
above and on whether general principles can be

drawn up to establish the services offered for
interconnection. OFTEL will be guided by its
overriding objective of more choice for the customer.
[t Will. in particular. welcome discussion on the
follOWing issues:

(al alternative service access If <l customer is
t<lking service from one operator. should he be
able to access all relevant services providl.'Ci by
other licensed operators III his arC<l? This issue
has arisen in relation to access trom tiTs
payphones. It is also relevant to other ser\·icl'S.
OFTEL will want to look ilt the det<lilcd
arguments on this issue but considers thilt, in
principle, such access should be milde available
by any dominant operator. OFTEL Will want
to explore the extent to which other operators
should also make such access available

(b) service to service interconnect Whether
interconnection should be available between
the comparable servIces run by different
operators which <lre technicallv capable of
being interconnected e~ VPN ICentrex
services. BT h<ls argued that the provision of
servIce to service interconnect could limit the
scope for innovatton and product
differentiation In f<l\'our of a more co
ordinilted development of services amongst
interconnected operators, The Director
General's view is that he would generally
expect to add such services to the list where
the benefits that customers would gain
outweigh any disbenerits arising frcm greater
service uniformity

(e) interconnection to BT's access network
Several of the other operators have expressed a
desire to gain direct interconnection to BT's
access network. The UK regulatory regime has
alwa~s encouraged the development of
alternative infrastructure to BT. particularly in
the access network where a significant
proportion of B1's costs lie. Since the Duopoly
Review, the DTI and OFTEL have created an
environment encouraging the development of



alternative access arrangements to BT and feel
that allowing unfettered access to BTs copper
loop might tend to reposition BTs <1ccess
network as a common utllitv and undermine
the significnnt Investment In other networks.
especially the cable compames who by virtue
of their broadband build requirements could
not themselves exploit such forms of access
network interconnect. OFTEL would wish to
discuss this issue further with industrv and it
is included in List C.

OfTEL believes however that BTs scope to
exploit the copper local loop to carry multiple
services at mar~lnal cost whilst c1earlv otferin~

potential benetit to 'customers' could
nevertheless create ,1 bilrner to the provision of
.llternatlvt.' sources of supply tor servICes such
.1S domestic ,11.1rms or meter n:ilding. OFrEL
would wish to discuss this Issue further With
the operators and debilte the proposition that.
if for such SPL'Cltic services the copper loop wiil
for the foreseeable tuture remalll effectivelv a
utility. some torm 01' interconnect to such
services lrnther than the loop ItseHl should be
prOVided. The views of the other operators
providing local .lCcess wlli be a particulilrlv
importnnt input to this debate. not the least In
considering whether nny principles should
apply to them as well as to BT.

Charging for fixed point to point transport

65 The creatIon or il competlti\'e market mnv also be
assisted by allowing operators to buy certnin forms of
services from each other as a way to expand their
own networks more rapidly. prior to their own self
provision. or in areas where self-provision could
never be justified. A particular cnse is that of the
provision of non-switched transmission paths or
point to point trnnsport. Private circuits are a special
form of point to point transport and can already be
prOVided under Condition 46 of BTs licence.
essentially at retail tariff. A number of operators
have expressed concern that the absence of an active
wholesale market is hindering competitive
developments. BT, on the other hand. argues that if
the pricing regime were now to be changed. it would
render nugatorY some competing investments which
have already been made and would give rise to
demands for similar treatment from BTs large
customers. some of which use more of its network
than the smaHer of the other operators.

66 OFrEL believes that point to point transport
within the mam network should be offered as an
interconnectin~service and it hns been included in
List A. OFTEL wishes, however, to debate the

appropriate pricing re~ime further with the industry.
t,lkin~ account of Condition 13 and any other
aIternntl\"es.

Where interconnection shOUld take place

67 OfTEL expects all new interconnections to be
prOVided on an "in span connection" basis where
technically and operationally possible. OFTEL would
eXpL'Ct operators haVing the use of existin~

interconnect facilities in another operator's bUildin~

to continue to use these but not turther expand the
physic.1l .lccommodation. OFTEL reco~nises that
some lorms ot "in span connectIOn" may rL'I.1uirc
"virtunl co-location" in the short term. but thnt this
~hould l\lIt demand the provision of discrete
accommodation. OFTEL would propuse to discuss
with thl' industry US experience of "virtual co
location" in case this has <lny lessuns for the UK c1nd
whether. in the light of decisions on access to the
copper [l)OP, there is any rule for physical co-location.

Procedures for Calculating Standard
Charges

68 One uf the si~nificnnt rL'Sults of the wide
consult.lllons has been a better understanding ot the
,lCcountllll; systems used by BT to allocate costs to its
differem services. This has contirmL>U OfTEL's view
that BT',. eXisting cost allocation system proVides a
suitable starting point for cniculating charges as long
,1S: costs .ue collected by network components
gathered into a network account and interconnection
charges .ue based only on relevant costs and applied
without undue discrimination to BT-Retail and other
operators. These procedures need to be made more
transparent to OFTEL and other operators.

69 OfTEL believes that a significant level of other
operator involvement IS necessary if there is to be
confidence In the procedures. TIle current
<urangement. with OFTEL alone seeing the detailed
cost figures lying behind BT's proposed
interconnection charges, is not sufficient. Some of the
other orerators have argued that BT's detailed cost
figures should be published. or that other operators
should h.we power to put in their own auditors.

,,--



Som~ have su~gested that BT should publish the
percenta~e oi costs allocat~d to each oi BT's cost
cate!;ories.

70 While OmL fully recognises the concern ot the
other operators to have more conridence in the
(alculation ot charges. it also recognizes BT's
concerns about commercial contidentlality. OFTEL
thereiore proposes to put mto place - where
appropriate. through licence amendments - the
procedures described in the iollowing paragraphs.

Cost allocation methodology and transfer
charging

71 OFTEL will require BT to publish its cost
allocatIOn principles and cost drivers and details oi
its trnnster char~mg system as soon as possIble. It
will invlt~ comments trom third parties and will thcn
agr~e the prmclples and cost drivers which BT
should follow lor the allocation ot costs. capital
t!mployed and revenu~ to all its a(tI\·ities. mcluding
to network components and hence to mterconnection
services. and the production or separate accounts.
This exercise could. in princlpl~. include
consideration ot capacitv as a cost driver; OFTEL wJl1
also agree the transter charging system. The
methodology should coniorm to the rollowing
principles:

) costs and capital employed should be allocated
to components and services in accordance with
the actl\'ities which cause costs to be incurred
<this is oiten known as ,·,)Ctivitv based
(Ostmg'), The allocation should be objective
,md not intended to benerit either BT or other
operators

) sampling techniques may be used to derive the
apportionment bases. as long as these are
based on appropriate statistical techniques
which result in an immaterial margin of error

) there should be consistency ot treatment trom
year to year. Where there are changes to the
methodology, BT should restate the parts ot
the previous two years tinancial statements
affected by the changes; and

) the allocation process should have due regard
to the concept of materiality. TIlis means that a
distinct allocation basis may not be appropriate
ior a particular cost if the use of a distinct basis
would not materially affect the allocation.

Materiality should also mean that bases oi
allocation are not Changed unless the effect of
the chan~e is likely to be material to the
allocation ot costs. A material change is in
OFTEL's view one that would affect the charge
for interconnection service bv at least 1'70

) the transfer charging system should ensure
that BT-Retail pays the same charge tor the
same service as other operators and that the
total payments made by BT-Retail to BT
Network and to BT-A(cess are properly
disclosed in BT's separate accounts.

72 Once agreed. the methodology can only be
altered by agreement with the Director General,
follo\Vin~ consultation with other operators. If the
methodology is (hanged. BT will have to be able to
show how costs would have been allocated under the
old as well as the new methodolo\?;y,

73 For the preparation or separate accounts.
revenue allocation should conrorm to the cost
allocation principles where relevant.

Investigation by OFTEL

74 OFTEL will seek the power to investigate any
part or all of BT's cost allocation and trnnster
charging systems and their impact on BT's financial
results and to publish its tindings tor consultation.
The extent ot such an investll~ation will be at the
Director General's discretion and can be initiated
either by him or rollowing a complaint. As a result ot
such an investigation. the Director General may
require BT to change the allocation ot costs and the
methodology.

Systems examination in 1994

75 In addition. OFTEL will conduct an examination
of the cost allocation and transfer charging systems
underlying the production of separate accounts for
1994/5 in 1994. and will consult on its iindings with
other operators.

76 The objectives of the examination will be to reach
a conclusion that the systems enable a proper
allocation of costs and capital employed to BT's
different cost components and accounts and a proper
allocation ot revenues <including transfer charges) to
the accounts such that its interconnection charges and
access deficit contributions are not unduly



discriminatorv and that It Ciln demonstrate in its
accounts whether it hilS unfairlv cross-subsidised anv
of its separate activities or shown any undue
discrimllliltion in thc provision of ilnv of its services.
The exammation will focus on the materlill (both in
terms of value and scnsltivitv) cost drivers and
transfcr char~lIlg controls in ordcr to form a view 01

the svstcms as " wholt!.

77 Other operators will be consulted on thc results
of the examination. which will be published. The
examination will be updated to tilke account ot the
introduction ot any c1liln~es in cost drivers
necessitated by revised interconnection services.

78 Atter the results ot the 1l/94 eXilmmiltion hilve
been published. OFfEL wlil also consider whether
<ldditionilt information needs to be published on il
re~ul.H b,lSIS on the detailed cosl illlUCiltiOnS bcin~

mild I.' ullder BTs svstem alld. if so. Wh,1t.

79 In OFfEL's view:

) ,l~reement bv OFfEL ,liter consultiltion with
third parties. ot BT's cost ililocation principles
and cost drivers and its trilnsfer cllilrgmg
svstem

) OFfEL powers to carrv out ilnd publish the
findings of independent investigiltlons

) the opportunitv for other operiltors to
LOmment on the tindin~s ot the investigations

) OFfEL powers to r~ll1ire BT to milke dliln~es

to their cost ,llloCiltiOn Illethodlllo~v land
therctore their dlar~eS) 111 the light ot

investiSiltiOns

strike an ilpproprJate billance between the provision
of informiltion to other operators and BT's concerns
about commerciill contidentlalitv.

Competitive network services

80 BT hilS argued thilt the only part of the network
requirin~ special regulation IS the bottleneck between
the customer and the local exchange which is usuallv
served by only one operator. It argues that Mercury
prOVides an alternative long distance network: other
operators are entering this market - albeit in some
cases on a regional basis leg Energis. Colt. the cable
companies) - and that this market is therefore
competitive. OFTEL recognises that competition in
network services is developmg. Mercury's network

does not cover the whole country. however. and BT
is currently the dominant prOVider of network
services. OFfEL therefore considers that. at the
moment. the procedures proposed for prOViding
information on the relationship between network
costs and interconnection charges should apply to all
interconnection services BT provides to other
operators. However. it can envisilge a time at which
some network services would be competitive and
should therefore attract less regulation. OFTEL has
considered whether It is pOSSible to lay down in
"dvance principles which. if met. would mean a
particular network service was competitive. It has
concluded that this is not feasible but would propose
to recognize the potential for competitive network
markets bv introducing licence amendments:

(il) ~iving the Director Gt!lleral power to designate
(ertalll IIlterconnection services within the BT
:'-4etwork account as competitive. The
definition ot markets would be left to the
Director Gt!lleral

(bl requiring BT to publish interconnection
charges for competitive services and to offer
any such charges on a not unduly
discriminatorv basis to itself and other
operators. The BT-Ret,lil ilccount would still
need to show the appropriilte transfer charges
to the BT-Network account.

The provisions ilt (b) above ,1re necessary because
BT's involvement III both the network ilnd retail
markets could It!ad to undue diSCrimination against
other operators and therewre a distortion of
competition.

81 [n generaL the normal powers tor investi~ation

of anti competitive activities under BT's licence and
the Fair Trading and Competition Acts would. of
course. still apply to all services.

Indexation and BT-Network price cap

82 A number of operators hilve commented
adversely on the need - under the current
interconnection arrangements - to adjust charges
retrospectively. TIley argue that such adjustments
can cause competition problems because they have
less information than BT about what the adjusted
costs are likely to be and this constrains their pricing
in a fiercely competitive market. OFTEL recognises
this problem and would therefore propose to explore

... -
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the scope for indexation or a price cap on BT
Network in Stage Two ot its programme. This work
will need to take account ot any tensions that mi~ht
arise. as a result. with the price cap on BT's retail
services. particularly as the Director General's view is
that. on the intormation currentlv available to him. he
would not intend to reopen the retail price cap
agreed for August 1993 to July 1997.

NEW NO UNDUE DISCRIMINATION
CONDITION

83 The june 1993 consultative document (para~raph
34) indicated that OFTEL would be proposing a
licence modification rellulrin~ BT. where It offers
new retail prices. to publish the network chilr~e

underlYing the retail price and otter It Without undue
discTlminatlon to all operators. OFfEL has been
discusslO~ the details ul this licence amendment With
BT and would now wdcome comments on It.

84 OFTEL'S overridin~ aim is to ensure the best
possible deal for customers In terms at qualitv. choice
and v,llue tor money. OFTEL Wishes BT's retail
customers to reap the benetits ot low pTlces -
whether permanent price reductions or special offers
- provided that this does not result in competitors, or
other customers. having to pay untairlv high pTlces
by compaTlson.

85 The rdevilnt rule in BT's licence is Condition 17
which. in bro,Hi terms, prohibits BT from:

(al Sllllwlllg undue prererence to. or exercisin~

undue discrimination against. pilrucular
persons or classes or persons; and

(b) untairly favouring its own business to a
material extent so as to place competitors at a
significant competitive disadvantage.

86 "[n August 1993 the Director General made a
determination th.lt BT had contravened Condition 17
with its Sunday Special' offer which was tound not
to cover the costs attributable to the running ot its
network when those costs were assessed on the same
basis as that used for setting charges tor network
usage by interconnecting operators. BT's failure to
make corresponding reductions in its charges to
interconnecting operators contravened Condition 17
and placed interconnecting operators at a significant
competitive disadvantage. They were unable to make

competing discounted offers to their own customers
bt.'Cause they continued to have to pay standard
ch,lrges to BT for the use of its network and because
those char~es conshtute a large proportion ot
competitors' total costs.

87 Condition 17 ,lsks the Director General to
determine what constitutes undue" preference or
'undue' discrimination by BT. after taking into
account all factors which may be relevant in a
particular case. A rule ot this type has considerable
,ldvantages over one which attempts to set out
preciselv what types ot activity are. or are not.
permissible. The more specific the rule. the greater
the risk that it will prove to be inadt!lluate because
certain ,lctivities or eHects were not envisaged at the
time the terms ot the rule were set. It also has
disadvantages - mamlv those of uncertamty to both
BT and other operators: in pilTtlcular. BT is not
obliged to demonstrate in advance thilt it is
complving with the terms ot Condition 17 ,lnd the
regui,ltor has no power to impose penalties for failure
to comply nor to make an order tor compensation to
disad\'anta~ed other operators. In order that BT and
other operators should have more claritv about what
could be regarded as undue discrimination. OFTEL is
proposing to put a new condition in BT's licence,

Details ot proposed licence amendments

88 BT's call prices to customers may be considered
to cover a number ot different elements. They cover
cOI1\'ev.1nce costs. (which should be ilssessed on the
same basis as the interconnection char~es that
interconnectJn!'; operators must pay tor the use ot the
BT network); retail costs. which might be divided
into a fixed element which does not varv with the
volume ot activity in any BT service and a variable
element which is related to the volume of activity on
a particular service and ADCs. In addition. because
conveyance costs are calculated using BT's cost of
capital (reasonable rate of return) and BT's retail
prices are set under a price cap, it is possible that, in
total. the income from calls provides a higher rate of
return to BT than the current cost of capital. even
after ADC payments have been taken into account.
(This surplus is reterred to in this statement as
'supernormal profit'>.

89 The proposed condition specifies that. in the
absence of changes to interconnection charges, BT's
tariffs must cover all of the elements set out in
paragraph 88 except the 'supernormal profit' and its



fixed ret"ll costs. If "nv BT tilrirf fnils to cover the
level of ADC pilvable by other operators. BT must
.,150 reduce the ADC pilyable bv that operator. In
.,ddition. It ilny BT reduction In a price results in that
price not coverin~ the tullv illlocated costs of
convey"nce, BT must adiust appropriatelv its
interconnectton chnr~es to other operiltors. Full
p"rticul.lrs of the proposed condition ilre set out in
Annex I. In summnry. the new condition would
require BT to:

(al ~i\'e OFTEL .ll-ivance nottce ot any proposed
new cilll char~e tarttts for services covered by
the main prtce control condition in its licence
(Condition .HAl;

(bl provide OFTEL \Vlth an .1ll.,lvsis of the
L1nderlvin~ costs milking up thl? new prlces.
ldcntttving cOIl\'evance costs and ADCs
.;epilr"telv; and

(e) indudc propus.,1s tor m.,kin~ Its network
,l\'allilble to IIlterconnectlllg operiltors
providing competing services with the s.lml?
cOl1\'eynncc ilnd ADC costs .,s .,t (bl nbove as
soon .'s the new terms becilme ettective. ADC
"djustments would onlv be necessary in Cilses
where operntors were paYlllg ADCs.

90 The new licence condition would give the
Director General the power to prevent the
introductIOn 01 the proposed nl?\\' prtce It he W.1S not
satisfied thilt the conditions or thl? new provision had
bL'en met.

91 The proposed new condition would be in
,lddition to.•md without prejudice to. the proposals
in parngraphs 6S to 82 .lbove on the method tor
(nlculatin~ interconnection chnr~es.

92 OFTEL would welcome comments on its
proposals before moving to the 28 day stntutory
consultiltion process for new licence amendments.
Any comments should be with OFTEL by the end
of April. OFTEL recogmses that this is less thnn the
three months it normallY ilims to proVide for such
consultntions. This takes account ot the fact the
proposed licence amendment was foreshadowed in
the 11.)93 consultative document.

93 In making comments. those concerned may like
to take account of the following points:

(al a possible. though not universally agreed,
definition of a predatorY price is one which is
below incremental cost. This is because any

price nbove incrementnl cost is sustainnble in
the lon~ term, since servICes providL>d above
incrementnl cost mnke a positive contnbution
to n firm's profits. In thl? nbsence uf the type of
wnstrnint proposed here. BT would not be
constrnined from settin~ combiniltions of retail
prices and interconnL'Ction charges that were,
by this ddinition. predatory. The rule
proposed and outlined in this document wuuld
prevent this. Howcver. the rule dOL'S nu more
than this, .1Ild 6T would be allowl!d

considerable commercial fn'edom to tar~et

selectively customers of emer~in~ competitors,
in a way thnt could stifle the development of
competitors III the telecommunications
industry. If this possibility were to be
considered il mntter ot concern. n possibll!
solution would be to Impose price b.,nds or
floors. which would limit the ,mlllllnt bv which
BT WdS nble to reduce lIldi\'iduill t.lfIffs on il
selective basis. It might be approprint(' fur such
rules to be time-limitcd. \\'Ith the long term
objective of relyin~ only Oil rules un no undue
discnminntion to control anti-competitive
behnviour. Against this. consideration nl-eds
to be given to the bcnetits to customers from
competitive pricinf; initiatives from BT

(b) concern has bL't!n expressed ilS to whether retail
costs cnn be accurntclv or npproprintely
divided into tixed .md \,.lfIilble categories.
OFTEL would wdcome comments on this
point. If concern IS expressed. how do
respondcnts feel retail wsts should be trcatl'd
tor these purposes?

(e) if BT is unable to reduce its costs sufficiently
quickly, it is pOSSible that the reduction ot
prices following the RPI-7.5 price control
would result in retail tariffs set at levels which
failed to cover all of the elements identified
above. In these circumstances, it could be
argued that BT should not have to reduce
interconnection charges to competitors. since
its failure to earn an adequate return on its
retail activities. resulted from having to
comply with the price control. However, it is
OFTEL's view that the principle of no undue
discrimination should apply regardless of the
reason for BT's tariff reductions. ntis implies
that. in these circumstances, it would be
appropriate for interconnection charges to be
reduced to the level that was consistent with
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BT eMn1l1~ a reasonable return at the retail
level after imputin~ these charges as costs to its
retatl activities.

NON-PRICE TERMS AND
CONDITIONS OF
INTERCONNECTION

94 Responses to the 1993 consllitatl\'e document
.1Isa revealed concern about a number ot non-pricing
issues. the resolution ot which other operators
considered essential to establishing tair and not
unduly discrIminatory interconnection, Work is
,llreadv in hand on all of these Issues and the
following pnragraphs explain the current position.

Numbering: ownership of numbers

95 t\ number lit operators h,1\'e l.·xpressed concern
.,bout the ownership ilnd controllll numberm~.
OFTEL n.'Cognises how cruclill the t.lir ailociltion ot
numbers is to the development lit competition.
OFTEL Will theretore take o\'er the administriltion of
numbering. A consult,1ti\,C document. NUlI/11l'rillg

CIJIIl'l.,,,t/ll":'; tlwl Spt'citit'd NUII/I't'rI/,S Srl/t'l/Il' will be
issued shortly. It will contain drnft conventions
settin~ out the rules tor the allociltlon imd use ot
numbers nnd examples ot the numberin~ scheme.
hnplcmentiHion ot the new arrangements depend on
responses to this consllitati\'e document. OFTEL
pl.ms to t.1ke o\'er responslbilitv lur numberin~ by
June IY44.

Number portability

96 OFfEL n.'Cognises that the current innbility to
retain the same telephone number at a fixed ilddress
is a considerable disincentive to customers who wish
to change operators and is a malor barrier to entry.

91 [3T's licence requires the Director General to
carry out a cost benetit analvsis before he can direct
BT to provide number portability. This was
completed in December 1993. It demonstrated that
there IS a robust case in favour of introducing
portability. During consultation on the cost benefit
analysis, other operators confirmed that they were in
principle prepared to provide reciprocal portability
with BT (as is reqUired under BT's licence before BT
can be directed to prOVide portabilitv).

98 In Januarv, the Director General announced three
main propos<,ls desi~ned to cncoura~e the early
introduction of portability, In summary, the
proposals arc:

) to direct BT ttl introduce portability tor tho~
Public Tdecommunicatlon Operators H'TOs)
which will reciprocate and which provide the
Director General WIth the necessary
informiltion on when and where reciprocal
portability will be provided. Discussions with
some I'TOs are now underway. Other IYfOs
are wclcome to apply for directions as Slllln as
they can prOVide the necessary assurances and
information:

) to direct the NICC to oversee turther technical
work and co-operatum bctween operators, The
~ICC is to present a timctilble lIf its work bv
Apnl with thc llbiecll\'c ot producin~ technical
solutions by the end llt the yl',lr. It will alsu be
workin~ on lon~cr t('rm solutions to
portability; ,1nd

) to simplify the formal procedures set out in
operators' licences tor the introduction of
portabilitv. OFTEL is exnminin~ the scope fur
replacing these detailed procedures with mure
general criterin which would rl'qulre nn
operator to proVide portability when rellllt!stt-d
by another operator which is prep<lrt-d to
reciprocate. This would remove the need for
operiltors to ask for directions spl.'Citvin~

particular areas and d.lles. ,llld .,s " result
would help to makt! tht! process ~Impler and
quicker.

DIrectory information

99 OFrEL held a workshop in early Februnry to
discuss possible solutions to the concerns raised by
operators. consumers and other interested parties.
about the tcrms under which competitors are able to
have access to BT's directory informntion systems.
The discussion hi~hli~htcd a need both for lon~-term

measures and shorter-term solutions to solve some of
the more immediilte difficulties.

100 OFTEL believes that a code of practice, proposed
by ST. offers the best short-term solution, It will not
solve all problems, but it will prOVIde greater
assurance of equal treatment. set out clear
arrangements and standards of service. and give



operators a measurc ot choice in the way in which

they provide dirl.>ctorv enquiry servIces to their

customers. OFTEL wIll ensure thilt other operators

<Ire c10selv involvcd in ti\lillisin~ the code. which
should be in operatum bv the summer. i1nd in

l.'nsurin~ th,lt it operates diecti\"eiv.

101 OFTEL i1lso rCillises the importilnce to other
operators ot transparcnt. cost bilsed. not undulv
discriminatory chilr~cs. As ,1 tirst sta~e. OFTEL is
examlllin~ the char~es levied by BT for inputtin~ and
matntalllin~mtomlation on the NI5 d,ltilb,1se. tor

i1ccessin~ the dirl.'Ctorv i1SSlstance diltabase. i1nd for

providin~ printed directOries. In the longer term.
scnltmy ot individu,ll ch"r~es will be remtorced by
thc introduction ot separiltl.' ,md tmnsp,lrcnt

,1CCOUntln~ i1rriln~emellts.

102 ;\J~'w arTiln~ell1l'nts tor th~' production ot printed
dirl.'CWrll'S ,UIll to ~I\'c other operiltors much more
flexIbility and r~'mll\'~' many ot thl' ~htiicultles

,lssociilted with cXlstlll~ i1rran~emellts. OFTEL
proposl'S two new optIOns: tlrst. iln unbrilnded core

dircctorv will be m'lde i1\"lllilble to 'lll operiltors.
Thev WIll be able to add whatever turthcr
iniormiltloll and brilndin~ they WIsh. Second. other
operators who do not WIsh to use the core directory
will hil\'e access to din.'Ctorv Il1tormiltloll on tilir ,lOd
reilsonilbll.' tcrms (which \\'111 include cJl,lrgin~

<1rran~clllents)to enable them to prmillce their o\\'n

d irectorws.

103 OFTEL wlil cllllsider the need ior licence
modiiicllillns to ensure that ,lrriln~Clllellls ,He

properi\' Implellll'nted and entorceilble.

104 In implemt:!ntlll~ all these proposals. OFTEL will
tilke lull account ot the rl.'LJuirl.'ments ilnd concerns ot
customers. Any obli~iltlons on operators to provide
,1Ccess to directory iniormation or to make
iniormatlon a\'illlable ior pilrticular purposes must
meet customers' expectiltlllns ilbout the way in which
their iniormation will be used and the sateguards
which will ,lpply.

Equal access

105 E~luill access provides Cllstomers with choice as
to which long distance operator they want to use
either tor all calls or on a call bv cilll basis.

106 Under the terms ot BT's licence. the Director
General may onlv give a direction tor BT to prOVide

c~lual access it a cost benetit analysis is undertaken

the results ot which show thilt the benetits outweigh

the costs. A consultative document on the cost

beneHt methodolo~y was circulated to operators and
interestl.-d pilrtles in November 1993. OFTEL is now

,lllalvsing the responses to it ilnd will report on the
results of the consultation ilnd the next steps by the
end oi April.

Emergency services

107 The conclusion. in August 1993, ot the review ot

eme~encyC,1U handlin~ by PTOs extended the
,lrran~ementsby which BT elnd Ml'rcurv offer

l'mer~encv call servIces to other operators on an
,l~encv bilsis. OFTEL is committed to ensllrin~ thL\t
these servIces are ottered on equitable terms and will
t"ke whate\'er actIOn IS necessary 10 ensure that this
is thl' CelSC,

Technical interfaces

108 5u thL\t interconnectIOn bL'h\'l'en operators is not
hindcrl'd by technical issues. it is nccessc1rY tor
operators to h,lve access to intormiltlOn about the
network intertaces which may be used ior

interconnection. The Director General h,1S given the
NICe the task oi ,1dvisin~ on the dcsi~natiol\ot
intertilces (incilldin~ customL'r mtertaces which are a
point 01 interconnectIOn tor many llperiltors who
providc rl.'tal! services), Essenth11 intertilces are th~
which. in the Director Gcnerili's 0Pllllllll. arc cS5entlill
tl)r Illteroperabliitv bctween systems. Optional
intertilces clre those which wfluld bC c1,lSSCLi as
essentlill if a particular optional serVICL' were
impll.'mented.

109 The NICC is tormulatln~ Its 1994 work

progrilmme to ddi\'er il list 01 proposed designations
ior the main interconnect intertilces. This wil1 ensure
that mterconnection between operators is adCLluately
defined by open specitications.

110 Thl' programme ior interconnect intertaces

includes:

) C7 signalling interrilces ior:

• PSTN call
• ISDN call
• Operator access
• Transter ot Calling Line Identity.

including Presentation Restriction:
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) intertace ilrran~ements tor the interim handline;
of number portabilitv. Lun~er term work on an
arranc;ement exploiting 'intelli!?:ent network'
~apabilities will also be~in;

) intertilce requirements for interconnection using
the Synchronous Digital Hierarchv form ot
transmission;

) study of Ilt!twork rel.1U1rements for indirt.'Ctly
connL'Ctt!d operiltors to ensure that their ability
to offer cOmpL'trnll; services is not unduly
~onstrainel.i:

) other interfilces arisinl?; from policv decisions on
new types of interconnect:

) qualitv nt servIce issues flowing from the no
undue diSCriminatIon requlremcnts at the IlCW

interconncd re~lme: Jnd

) other qUillitv or sen'lce aspects of networks
comprlsin~multiple public ilnd pm'ilte
networks, l.'~ transmission llualitv. resilience.

111 The proC;ramme will be tinalised in April 1994

ilnd it is anticipated that mdustrv WIde consultation
will take place durin~ Mav and fune 1994,

No undue discrimination on quality of
service

112 The other operators have stressed how important
no undue discnml1latlun on qualitv ot servICc - clS well
.1S charc;mg - is to thcm. OFTEl recognises this
com:ern.

113 OFTEL wnsiders thilt the priori tv is to ensure thilt
BT. ,1S the duminant operator. has qualitv of service
tar~ets in place and that performance is measured
,1gainst tar~et. Quality of servIce targets should be
offered by BT to both other operators and, where
ilppropriate. to BT·Retad as another safeguard against
undue discnmination. Such targets might include. for
example. speed of prOVision. repair times. negotiilting
timescales for new interconnection facilities and
technical quality.

114 OFTEL will therefore be proposing licence
amendments to BT's licence requiring BT to:

(a) develop qualitv of service targets in discussion
with other operators;

(b) agree the targets with the Director General; and

(el publish the tar~ets and performance a~ainst

tar~cts on a six monthly basis.

115 CllIlsldcrntion will also need to be given to what
remedial measures should be taken it pertormance
filils ~enuu~lv behind target.

116 OFTEL thereiore proposes to invite BT and the
other oper"tors to develop a list ot appropriatl!
measures ,1Ild propose arran~ementsfor publication
and tor di~(ussin~ performance against tar!!;et.
OFfEL WIll introduce licence amendments. as
,1ppropriiltc. to implement Its proposals.

117 The BT / other operators ~roup will also net!d to
conSider the extent to which other uperators should
publish theIr targets.

Information

118 OthL'r operators have expn'Ssed concern about
how liUll.' lI1tormation is availilble in the current
teh:!comnmnications market. ur~uin~ that this
operates ,lS a barrier to entrv. Stcps arc bcin~ taken to
impw\'t' the situation.

Network information

119 The (493 consultative document indicatL'I.1 that
BT wOllld be publishing information about its
network. There will be three tiers ot information:

) ,1 dl.'scription of BT's nctwork:

) nWfl-' detailed information tor those who hold
llr ll.lve applied for licences; ,1I1d

) prL'(lse information for those undertaking
nt;~tltiationswith BT on mterconnection.

BT will ,ll~o give other operators reasonable advance
notice ot its network planning pro~rnmme.

120 BT \,'111 be announcing the details of what it
propost;'~ to prOVide in March 1994. The general
descriptilln of its network will be available in April
1994.

121 OthL'r operators are expected to provide similar
network information to BT but until any of them are
considerL'ti dominant in their market will not be
expected to proVide advance notice ot their network
plannin~ programme.



licences. It is also considerin~ how to collect
information on market shares. Where possible.
information will be broken down by market segment.

123 OFTEL proposes to approach this exercise in
sta~es. The first ot these will be a request trom the
Director GeneraL in March 19<)4. to operators to
provide certain data on tixed and cellular markets
includin~ that relluired for ADC waiver decisions. He
will publish this intormation in the summer of 1994

subject to considerations of commercial
confidentiality.

124 Information will also be collected on a quarterly
basis for internatiml.li and national calls to reflect the
decision in the BTIMCL determmation that these
markl?ts should bl? considered separately. This
information wl1l be published annuallv sti\rtin~ in
1994. Il1iormiltJ(m on IIldividuill c.lble compallles and
internatlol1ill simple resale markets \\'111 be IIlduded.

Protection of commercially confidential
information

125 It is deilrly not ilppropriate thilt information
providl?d to BT by uther opl?rators tor interconnection
purposes or information un interconnection tratfic
should bl? USI.>d within BT fur anv other purpose than
interconnl'Ction. OFTEL h.1S concluded that
safeguards should be put in place requiring the
compilllv to enter into a~reementswith other
operators prewntlll~ intormiltion provided fur
intercolllll?ctiun purposes bl?lllg used fur any other
purpose. OFrEL would propose to enshrine this
requlremellt in BT's licence.

SYMMETRY

126 The consultative document raised the question as
to when other operators should be reqUired to
proVide information similar to BT for accounting
separation and cost transparency purposes. The
document suggested that the provision of additional
information should be related to market power and
invited views on the appropriateness of a 2SO/C market
share test.

127 Annex A summarizes the responses to this
question. Some companies considered that 'the
bottleneck' in the network market was access to the
individual customer and that this therefore needed to

be re~ulated re~ardless of the operator's overall
market share. The majority of respondents

considered. however. that regulation will only be

needed where the operator had a significant market
share either at long distance transmission or ot local
terminations. Unsurprisingly, however. Widely
differing \'iews were put torward on how market
power should be measured. A market share tigure
illone was generally felt to be insutticient - "nd the
figures proposed ranged from 5~'; to 45%. There was
also ~eneral concern that any market share test should
recognise the compleXities ot markets both
geographically and in terms ot service proVided.

128 The discussions with BT and the other operators
have shown that symmetry IS an issue in relation to a
number ot the items raised in this document.
partlcularlv accountin~ separation. the procedures for
,1rri\'in~ at standard interconnectIOn char~cs. what
interconnection servIces should be otterL'li and what
network information provided.

Accounting Separation and Transparent
Procedures for Interconnection Charges

129 OFTEL t.lkes the view that there are some items
under the proposed interconnection arr:tngcmcnts
where what is proposed is the rl.'Sult of BT's domin.'lnt
market pOSition. Where this is the case. OfTEL wuuld
only envisage applyin~ similar requirements to other
operators when thev had "'<lrket power. II/fer nlill. the
proposals on ilccountlll~sepilratlOn and transparent
procedurt.'S tor arrl\'\Il~ ilt st<lndMd interconm.'Ctton
char~es tall into this cilte~orv, Accountin~ separation
,1Ild cost transparencv are dcsi~llCd ilS sateguards
agamst undue discriminntion .1Ild such discrimination
is unlikely to be undue unless an operator has market
power.

130 The question then arises as to when OrrEL
would conSIder an operator had market power.
OFTEL has concluded th<lt this c<ln only be done on a
case by case basis. taking account of the extent ot
competition in the relevant market. It would propose
to weigh a number of factors including the extent of
customer choice in the market; the number of
competitors In the defined market; their relative
market shares; the range of services provided by each
operator; the ease of market entry; the ability ot

existing operators to offer additional services in the
market; the extent to which the market is separable
from the wider telecommunications market either
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technicallv or ~~raphicallv;and the degree ot
ireedom lor the operator to set wholesale prices.

131 Where. III the light oi these considerations.
OFTEL ~oncludL'S that an operator has market power
,'nd is in a position to distort competition to the
detriment of consumers. it will propose licence
tlmendments accordingly to the operator m question.

132 Questions oi symmetry also arise in relation to
the provision oi interconnection services and network
information bv other operators. These Issues are dealt
with in para~raphs 117 and 121 respectively.

133 Another issue which has been considered is when
operators other than BT should also be relluired to
publish their interconnection ,,~reements. the other
operators have ar~ued that tor them to have to do so
would hinder their market development. OFTEL i~

not propuslll~ to extend the puoliciltwn reqUirement
to other operators ,11 the mornell[.

STAGE THREE: LONGER TERM
ISSUES

134 The third sta~e ot OFTEL's pro~ramme on
interconm.!ction will be to consider a number of longer
term issues. Work has alreadv started on some ot
these. OFTEL is proposing to draw up a more
detailed pro~ramme tor addresslll~ them and put this
to the workshop on 25 March. Althoue;h work wJil
be~in on the issues 111 l'N.J. it \VIii "lmost certamlv
need to contmue thereatter. If anv Issues can be
resol\'ed before 11,/95. they will be incorporatL>d in the
second stage programme. In anv event. as solutions
to outstanding issues are reached. they will be
implemented from 1995 onwards. The issues are all
important ones and OFTEL would not therefore
propose to reach conclusions on them without full
consultation. n,e key issues are set out in the

following paragraphs,

Cost basis for interconnection charges

135 The other operators ha"'e put forward a
suggestion that interconnection charges should be
based on what they refer to as forward looking
economic costs <FLEC) as soon as possible, FLEC is a
form of long run incremental costs.

136 OFTEL recognises the theoretical attractions of a

lon~ run inaemental cost approach as a basis tor
scttin~ intl..'rconnection char!i;es. However. there are
some impl'rt,lnt practical and policv issues associated
with usin~ lllcremental costs which will rL'\.luirc some
detailed ilnd careful analvsis. Particular issues which
require cll\1:.'lderation and on which vicws are invited
ilre '1S tolll',,"s:

(,11 how b the appropriate increment to be defined?

(b) wl\<\t does the concept of 'long run' mean and
ho\\' ~hould it be defined for the purpos(,.'S of
identltying costs?

(I:) ho\\' ~hould common costs be recovered in an
aCti"ity exhibiting substantial economi(.'S of
scope. in a way which encoura~es efficient and
sllst.linable competItion and which is consistent
with the non-diSCriminatIOn proposals put
forw,ud in thc statemcnt?

ld) if th~ costin~ approach is purelv forward
IOl\l..im; how would retrospective "djustmcnt
oper.ue where cost forecast prove inaccurate?

137 Another very important tactor is the possible
impact 01\ the price cap. Unless a major tension
between retail prices and interconnectIOn charges
were to be introduced. a move to FLEe for
interconnt.>l:tion charges would rClluire BT to set ret.,il
prices on the same basis. This would imply that the
price cap would have to be reset on the new basis of
,\sset V<llll,Hion. Reopening the price cap before the
end of thl..' current price control perIOd would howe
some '·l..'rv :::erious mlplications and OFTEL is not
clear thilt these would be orfset bv commensurate
beneuts. The Director General contlrms that. on the
informatl~l\1currently available to him. he would not
intend to r~open the current price cap on BT's retail
prices i\~reed for August 1993 to July 1997,

138 Some initial discussions on long run incremental
costs hm't,> "lready been held with the operators and
OFTEL il' willing to take forward these discussions to
see whether it could provide a more appropriate
costing b.bis for interconnection char~es. In
partlcul.u. OrrEL intends to put in hand a pilot study
to identir,· the detailed cost make-up of specific
compolll'!lts and services and will be working with
the oper.\tors to define the objectives of the study and
set a timetable for it.

Charging structure for interconnection


